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FOREWORD 


The last issue of THE ARMED FORCES COMPTROLLER 
was dated October 1956, but was not distributed until the end 
of the year. Here, again, we are faced with a like situation 
of publishing an issue dated two months prior to publication 
and distribution. 


It was intended that the Journal of the American Society 
of Military Comptrollers would be published on a quarterly 
basis. Without increased membership participation, how- 
ever, we can expect the publication to have sporadic issues. 


Again, I would like to express the appreciation of the 
National Officers and the National Council to all who have 
submitted articles for publication in the three issues of 
THE ARMED FORCES COMPTROLLER. The continued 
professionalism of the Journal and the Society is dependent 
upon this unselfish participation. 


The submission of articles on any phase of military 
comptrollership is solicited. I extend the use of our Journal 
as a forum to all of you as a sounding board of your pro- 
fessional thinking. Your ideas are sure to receive wide- 
spread attention at every level of comptrollership through- 
out the Department of Defense. 


May I again emphasize that the professionalism of the 
Journal and its future success are dependent upon the 
members’ unselfish participation. Is your article ready for 
publication in THE ARMED FORCES COMPTROLLER? 


Gaerne W. Rept 


EDWARD W. CLEXTON 
Vice Admiral, USN 
National President 








‘‘The Armed Forces Comptroller’’ is a forum for the presentation 
of the activities of Military Comptrollership. The views expressed by 
the authors of articles herein, therefore, do not necessarily represent 
the views of the Government Agency, the Armed Forces or the National 
Council of the American Society of Military Cormptrollers. 
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EARLY BUDGETARY PRACTICES 
(An article from the Wichita Falls Chapter Quarterly Bulletin) 


Presented here is a free translation of a 
hieroglyphic-inscribed fragment of papyrus 
recently uncovered by archeologists probing the 
secrets of a previously undiscovered tomb-vault 
bearing the symbol ‘‘Nile Compt — No admit- 
tance except to authorized scribes of the 
Pharoahs’’. The exact date of the writing is un- 
known, but the fiscal accounts inscribed on sev- 
eral scrolls sealed with the great signet of the 
Pharoahs indicate that the vault was constructed 
during the first ten fiscal years of the dynasty 
of a ruler named BuBud. The translation seems 
to set forth the procedure for obtaining funds 
from the sacred treasury. 

And so it came to pass, in the third quarter 
of the twenty-first fiscal year of the reign of 
BuBud, that a messenger goeth forth unto the 
inner sanctums of the Department of the Nile. 
And he speaketh unto the scribes and Fiscal 
Directors saying, ‘‘Arise ye and gather about 
thee thy estimates and justifications, for BuBud 
hath proclaimed a crash project. Arrange ye thy 
witness schedules in the manner prescribed by 
Departmental Instructions, and go ye to the re- 
viewing place, for the chief comptroller hath 
decreed it shall be thus’’. 

The scribes and mathematicians awakening 
and casting their heels from their scroll racks, 
revile the messenger and cry out, saying his 
mother was afrighted by a Nile Compt Manual] 
salesman, that his father knoweth him not. And 
they bestir themselves and seeketh out their 
budget scrolls with great haste and there are 
those who cannot find them. 

Then did they gather together in the sanctum 
known as. the reviewing place, and their voices 
are hushed, for they are in the presence of Sec- 
Nile, the Reducer. And so it came to pass that 
apprentices did arise and speak to them, telling 
of estimates, programs, and adjustments, for 
such is their manner of speaking. And at last 
SecNile, the Reducer, ariseth and ‘sayeth unto 
them, ‘‘Yea verily, thou has indeed dropped the 
ball this day for thou has not considered the last 
reduction in slave labor. Go ye forth and pre- 
pare a new estimate”’. 

And the scribes and mathematicians did 
whisper one to another, saying, ‘‘Yea, this will 


indeed be a day of great tribulation and much 
compensatory time, but little overtime’. And 
observing the countenance of their chief scribe, 
they were sore afraid for it foretold many rapid 
transfers. 

Then the scribes and mathematicians pro- 
ceedeth unto the chambers of the soothsayers 
to seek guidance for their revisions. And they 
taketh .counsel with the Keeper of the Sacred 
Ledgers to determine uncommitted balances and 
to ascertain reimbursements. And there ap- 
proacheth unto them one known as the director 
who speaketh with authority, saying, ‘‘Get thee 
the crystal ball, for a deadline without precedent 
is upon us’’. 

The scribes and mathematicians goeth to 
their scroll racks and ink pots and commence 
their rituals. But some are sore beset by great 
trepidation for the late hour and the sharp tongues 
of uncharitable spouses who knoweth little of the 
displeasure of NileCompt and BuBud. And they 
seeketh out their friends and speaketh unto them 
in a confidential manner, saying ‘‘Yea, buddy of 
mine, have I not many times beena brother unto 
thee. Therefore, wilt thou not verify my esti- 
mates and proof read my justifications this 
night, for I am indeed overtaken with fatigue and 
the wrath of my spouse riseth’’. And their friends 
answereth saying, ‘“Thou soundest faint and I 
cannot hear thee’’. 

And so they returneth to their reed-pens and 
papyrus sheets and scurryth around like mice. 
And the midnight oil in the lamps burneth low. 

Then the skies in the east become bright as 
the great sun-god Ra openeth the curtain of the 
night. And the chief scribe calleth about him all 
of the lesser scribes and mathematicians and 
delivereth to them the latest word, saying ‘“The 
deadline hath been extended and the next hearing 
occurreth five days hence’’. And one replyeth 
saying, ‘‘Verily, BuBud shouldest drop dead and 
his name shouldest be changed to Snafu’’. 

Then the chief scribe provideth them with 
good counsel, and refereth to an old proverd of 
the first dynasty saying, ‘‘As the ball bounceth, 
so goeth our fortunes. But the wise scribe con- 
trolleth the bounce with shrewd application of 
budgetary planning english’’. So Be It. 








A CAUTION FOR ACCOUNTANTS 
Thomas B, Crossan, Jr. 


The heavy emphasis given accounting in 
recent years as a major tool for the improve- 
ment of financial management in Federal agen- 
cies has produced a number of significant 
benefits which have had the effect of recognizing 
the government accountant as a useful member 
of the agency management team. To my mind 
this is well and good for government accounting 
has long been overdue for modernization. Lately, 
however, I have had the growing feeling that the 
pendulum has begun to swing a bit too far in the 
direction of over-selling accounting as a panacea 
for the curing of all of government financial 
management’s ills, and I believe this swing may 
undo a lot of the gains the government accountant 
has made unless some effort is made to check 
the pendyJum by putting accounting in its proper 
perspective as ‘‘a’’ rather than ‘‘the’’ tool of 
government agency financial management. 

I would approach this task with considerable 
trepidation except for the fact that among my 
government accountant associates I have de- 
tected some awareness of this emerging prob- 
lem. They hesitate, however, to be the first to 
go against the tide for the accounting fraternity 
as a whole appears unwilling to get offthe crest 
of the wave that has carried it to its present 
high level of management acceptance. This is 
understandable as a normal human trait and 
belies the often made statement that accountants 
generally are something less than human. My 
accountant friends will recognize the strategy 
inherent in my plea as the well-established 
military principle of stopping at a vantage point 
after a gain to regroup and consolidate forces 
in order to defend the ground gained. 

Now then, let us hold up at our present 
vantage point and examine the gains which have 
been made. Aside from the personal satisfaction 
of achieving executive status with its attendant 
improvement in the government accountant grade 
structure, there have been the professional 
satisfactions of doing a better job, of being 
accountants rather than bookkeepers. The focus 
has been shifted from fiduciary accounting to 
management accounting, and management has 
learned to work with the accountant rather than 
in spite of him. Of course it has been a two- 
way street, and it has been to the accountant’s 
everlasting credit that he has been ready, 
willing, and able to dispel the aura of mystery 


in which many government agency management 
people long thought that financial statements 
were cast. Accounting terminology has been 
translated into meaningful terms to nonaccount- 
ants without serious damage to the professional 
character of financial reporting. In many 
agencies a rapport has been established for the 
first time between the budgeteers and the 
accountants as each has come to recognize their 
interdependency in the new eraof Federal agency 
financial management. Foremost in the vanguard 
of the advance has been the integration of the 
accounting improvement efforts of the General 
Accounting Office, the Treasury Department, 
and the Bureau of the Budget under the Joint 
Accounting Program. 

Certainly the foregoing listing of gains is far 
from comprehensive and most likely overlooks 
what many people would count as the most 
significant gains. I am not seeking here to 
establish definitively all the gains made. My 
point is simply that we’ve come a long way in 
recent years and few people would want to turn 
the clock back to the gas-light, green-eyeshade 
era of Federal Government fiduciary accounting. 
Some people are, however, beginning to wonder 
if we’ve entered a new and sterile era of 
government accounting for accounting’s sake, 
and it is to this thought that I would like to 
turn now. 

At the meeting of the Washington Chapter 
of the Society held on 25 January 1957, Mr. 
Percy Rappaport, Assistant Director of the 
Bureau of the Budget and head of its new Office 
of Accounting, discussed the President’s pro- 
gram for the improvement of financial manage- 
ment in the Federal Government. Following his 
presentation of the objectives of the program 
(see pp. 5-11, Vol. I, No. 2, The Armed Forces 
Comptroller for Mr. Rappaport’s presentation), 
ten minutes were allotted for questions from the 
approximately 100 members and guests attend- 
ing the meeting. More than an hour later the 
Chairman finally found an opportunity to suggest 
that the hour was getting late and that the 
principal point of the discussion — i.e., that the 
program for installing accrued cost and expend- 
iture accounting for certain Department of 
Defense programs would produce little if any 
management benefit — had been made, remade, 
and underlined. It seemed to me at the time, 























and subsequent discussions have confirmed my 
belief, that the point of disagreement was and 
is the growing feeling that some of the advanced 
concepts of accounting that are being proposed 
require a great deal of management education 
before it can be hoped that any real management 
benefit will result from the installation of these 
seemingly intricate accounting systems. 

It may be only that we nonaccountants are 
fearful of falling back into the dark erain which 
we didn’t understand the language of the account- 
ant. We have reached the point where at last 
the mumbo- jumbo has begun to make sense and 
now we find the accountants sending up a whole 
new set of smoke signals. It may well be that 
what we think is a smoke-screen to cover the 
further exaltation of the accountant is really the 
signal to the millennium of Federal agency 
financial management. Perhaps the real diffi- 
culty is that the accountants have given us 
more credit than we are due by assuming that 
since we’ve come as far as we have in the last 
few years we’re ready to scale the next peak 
with them. Our cry against the installation of the 
advanced accounting systems as being accounting 
for accounting’s sake may only be a cover-up 
for our present inability to comprehend the 
management benefits that will result from the 
new systems. 

Whether these things are true or not, the 
fact remains that there does appear to be 
building up some resistance to further techni- 
cal refinements in government agency 
accounting. The dedicated government account- 
ant may not have sensed this resistance; he sees 
his job of improving government accounting as 
only partially done, and he is impatient to get 
on with the task. He is eminently aware of the 
fact that despite his recent gains he has not 
yet fully won the respect and been accorded the 
professional status of his counterpart in the 
commercial accounting world where the profit 


mechanism makes the accountant a kingpin in 
the executive suite. Lacking the profit mecha- 
nism in the government accounting world, per- 
haps the government accountant will never be a 
kingpin in the secretary’s office. He has, 
nevertheless, a professional responsibility to 
provide the best possible accounting system for 
his organization that its management can use to 
accomplish the organization’s purposes as 
effectively, efficiently, and economically as any 
taxpayer or his representative in the Congress 
may reasonably demand. 

My plea to the government accountants to 
regroup and consolidate their gains before 
plunging on into the installation of their pro- 
posed advanced accounting systems will, I hope, 
be accepted in the friendly manner in which it 
is offered. The problem appears to me to be 
basically psychological; the mental blocks de- 
veloping in agency management personnel to the 
installation of the advanced accounting concepts 
are a defense against being pushed too far and 
too fast into the unknown. I would urge the 
development of a carefully planned educational 
program for management in which the termi- 
nology of the advanced accounting concepts are 
translated into meaningful language to manage- 
ment. The management utility of the proposed 
new systems must be made unmistakably clear, 
and a phasing schedule for the gradual installa- 
tion of the new systems which will ensure mini- 
mum management disruption must be developed. 

Above all, the government accountant pro- 
fession must admit to itself and assure agency 
management that it recognizes that commercial 
accounting practices have little application in 
the nonprofit environment of government 
management without considerable modification 
to adapt to that environment. To coin a phrase, 
what is good accounting practice for General 
Motors is not necessarily good accounting 
practice for Uncle Sam. 





Langley Chapter ; 

The first meeting of the Langley Chapter of 
the American Society of Military Comptrollers 
was held on 4 December 1956 at the Langley Air 
Force Base Officers’ Club. Representatives of 
both Army and Navy attended this meeting and 
were invited to join the chapter. Lt. General 
Manuel J. Asensio, Deputy Chief of Staff, Comp- 
troller, USAF, and honorary member of the 
Society delivered the feature address. 


Col. Charles E. Nuendorf, Assistant Comp- 
troller for Financial Management Systems and 
Developments, TAC, is President of the Langley 
Chapter. 

Attending thee December meeting with 
General Asensio were Major General William P. 
Farnsworth, Auditor General, USAF, and Briga~ 
dier General C, W. Cecil, Director of Manage- 
ment Analysis, USAF. All were on a staff visit 
to TAC Headquarters at the time of the meeting. 








elaine IN FINANCIAL SYSTEMS IN THE DEPARTMENT OF DEFENSE 
By H. W. Bordner 


Improvement and development of financial 
systems in the Department of Defense has been 
of continuing concern to all engaged in financial 
management in the Office of the Secretary of 
Defense and the military departments. Much 
progress has been made since the passage of 
Title IV of the National Security Act Amend- 
ments of 1949, but much remains to be accom- 
plished, especially in the integration of budgeting 
and accounting for appropriated funds, and the 
integration within one financial system of all 
kinds of accounting related to appropriated 
funds — accounting for obligations, expenditures, 
and available funds; cost accounting; and pro- 
perty accounting. Much greater progress has 
been made in connection with working capital 
funds. 

Public Law 863 of the 84th Congress has 
reaffirmed and emphasized the requirements of 
Title IV in these respects. 

The Assistant Secretary of Defense (Comp- 
troller) is responsible for progress under this 
program, and he is continuing to provide specific 
guidance to the military departments by means 
of regulations with respect to the principles, 
policies, and-basic procedures to be followed 
in integrated budgeting and accounting for ap- 
propriated funds and related property, as well 
as for working capital funds, including stock 
funds and industrial funds. 

In developing and establishing these re- 
gulations, the Bureau of the Budget, General 
Accounting Office, and Treasury Department 
are participating with the Department of Defense 
through high-level representation ona 
committee established under the Joint Account- 
ing Improvement Program. The military de- 
partments also have representatives on this 
committee. 

In particular these regulations will deal 
with the following factors: 

1. Budgeting and accounting on the accrual 
and cost basis, as well as the obligation 
and expenditure basis. 

2. Integration of the accrual and cost 
basis of accounting with accounting for 
available funds under appropriations and 
appropriation subdivisions. 

3. Establishment of improved account 
structures for and accounting, to 
be uniform department-wide in major ac- 


counts so far as feasible, but with due 
recognition of differences in missions and 
organization structures of the three mili- 
tary departments. 

4. Synchronization with operating budgets 
of funding through appropriation subdivi- 
sions granted to operating units. 

5. Simplification of the allotment 
structure, with establishment of the levels 
for control of obligations through limita- 
tions, with the objective of reducing such 
limitations to not more than one allotment 
for each operating unit. 

6. Establishment of methods which place 
all cross-servicing ona reimbursable basis 
at appropriate levels, with elimination of 
use of suballotments and direct citation of 
funds under such orders. 

7. Integration of financial accounting for 
property of all kinds (including inventories 
of material) which are financed by appro- 
priated funds, with accrued expenditures and 
reimbursements of such funds. 

8. Establishment of uniform terminology 
for use in the financial system. 

9. Establishment of uniform budget and 
report structures and forms for use at the 
departmental level. 


This program should result in expedited 
implementation of Title IV with progress on a 
relatively uniform basis under a pattern which 
will be acceptable both Department-of-Defense- 
wide and government-wide. 

The approach in developing this program is 
based upon the following considerations: 

1. To establish ultimate goals as well as 
transitional methods, recognizing that some 
time will be required to achieve the ul- 
timate goals. 

2. To permit a desirable degree of 
freedom and flexibility in each military 
department in choosing steps to be taken in 
achieving the ultimate goals. 

3. To phase revisions in financial systems 
in such a manner as not to disturb opera- 
tions. 

4. To provide methods which furnish 
Management incentives for economy and 
effective use of funds in achieving program 
goals. 

















5. To simplify methods and expedite 
financial planning, budget reviews, and 
funding actions at all levels. 

6. To recognize adequately that program 
planning and control is centralized at de- 
partmental headquarters and the major 
commands, bureaus, and technical services. 

7. To provide the maximum degree of 
financial flexibility in program execution 
and administration at every level, partic- 
ularly at the operating level, consistent 
with minimum requirements for positive 
controls through financial limitations. 

8. To meet higher level needs, including 
the Congress, as well as departmental 
needs at every level, through one system. 
This means harmonizing all needs as far 
as possible; otherwise it means providing 
for all special needs. 

9. To keep the financial system for combat 
forces simple so it will continue to function 
successfully in case of emergency. 

10. For other than combat forces, to 
adopt modern streamlined methods of 
double-entry bookkeeping for both funds 
and property, in substitution for former 
methods of allotment accounting. 

1l. To design account structures based 
upon demonstrated budgeting and reporting 
requirements in a manner which will facili- 
tate record-keeping, record-reference, and 
report preparation. 
12. To provide reports which furnish the best 
feasible measure of performance, including 
the relation of costs incurred to standards 
as well as attainment of program goals. 


13. To continue and extend the use of stock 
funds to finance inventories of consumable 
materiel down to station levels, excluding 
combat forces. 

14, To continue the use of industrial funds 
to finance the operations of industrial- and 
commercial-type activities. 

15. To utilize the existing systems of 
financial accounting for property. 

16. To develop and extend the systems of 
internal auditing of business-type opera- 
tions, of which the system of budgeting and 
accounting is only a part. 


Much of the improvements in financial 
systems of the military departments are basic 
to the required systems, but some modifications 
will be required in each department in integration 
and meeting ultimate goals. 

Much has been written regarding the man- 
agement advantages of cost-based budgets and 
accounting. It is assumed to be fully accepted 
in the military departments today. The main 
problem is to integrate it into the system of 
budgeting, funding, and accounting for appro- 
priations and appropriation subdivisions. This 
will take real ingenuity, patience, tolerance, and 
reeducation in making extensive necessary 
changes which will affect all elements of man- 
agement and business methods. The use of new 
semantics will be required. . 

We are confident the new systems will 
make a substantial contribution to better 
management and that there will be significant 
savings in expense of operating these systems 
as compared with present methods. 





How well is THE ARMED FORCES COMP- 
TROLLER accepted? Well, here’s an answer 
from many complimentary letters. This comes 
from the .Office of Budget and Finance, United 
States Department of Agriculture: 

**I should also like to thank the American 
Society of Military Comptrollers and Com- 

*mander Scheiderer for permission to reproduce 
portions of Commander Scheiderer’s article, 
‘Cost Budgeting for Coast Guard Admin- 
istrators,’’ which appeared in the October 1956 
issue of Armed Forces Comptroller. This mate- 
rial will be very useful to us in our work on 


cost-based budgeting throughout this Depart- 
ment. 

“*In publishing this worthwhile Journal, your 
Society is providing a valuable service to those 
of us who are working in the field of Federal 
budgetary and financial administration. You are 
to be congratulated for your efforts and you 
should know that they are very much appreciated. 


Sincerely yours, 
Signed: 
Joseph C. Wheeler 
Director of Finance’’ 








WHY ANALYSIS BY WEAPON SYSTEMS? 


By 


Brigadier General Chester W. Cecil, USAF 


It has been said that our technological ad- 
vancement thus far in the 20th century surpasses 
that made during the previous 1900 years. A 
review of changes which have occurred in the 
instruments and nature of warfare certainly ap- 
pears to support this observation. Even as late 
as the middle ages, the destructive power of an 
enemy could be measured by the size stone its 
catapults would handle. Five hundred years after 
the introduction of gunpowder into the Western 
World we were able to measure the size of our 
bombs in pounds. By contrast, in the 19 years 
since the discovery of atomic fission (1938), we 
have been forced to coin new units of measure 
for our destructive capabilities — first kilotons, 
and now megatons. 

Perhaps more startling is the fact that 
during 19 centuries combat range increased rel- 
atively little — from the distance a spear could 
be thrown or an arrow shot from a bow, to ar- 
tillery with a range of a few miles. Yet in the 
last generation we have seen technological ad- 
vances that permit a single bomber to strike a 
target anywhere in the world with a force greater 
than the combined tonnage of conventional bombs 
dropped by the Allies during World War II. 
Guided missiles with similar capabilities will 
soon be operational. 

At the same time an ‘‘offensive’’ capability 
is being developed, provision must be made for 
our own ‘‘defense’’. As performance character- 
istics of offensive weapons increase, the time 
for a decision on defensive measures decreases. 
Present warning systems allow only minutes for 
the accumulation of data, evaluation of enemy 
intent and commitment of defensive forces. The 
action taken must be the right one — a second 
chance is unlikely — hence the need to constantly 
strive for improvement in the system. 

Each succeeding improvement appears to be 
based on increased complexity of the weapon, 
or the system of which it is part. For example - 
as late as World War I, when the airplane first 
was used as a combat vehicle, it was literally 
no more than a flying platform. Armament con- 
sisted of a conventional machine gun and a few 
bombs which were designed for totally different 
purposes. Technological advancement through 
the period immediately preceding World War II 


and during this conflict, produced bigger and 
more complex airplanes. It became apparent that 
as performance characteristics improved, and 
tolerances grew smaller and smaller, con- 
sideration should not be given to the airframe, 
the engine, the armament, ground handling equip- 
ment, facilities, skilled personnel requirements, 
etc. as separate entities but as integral com- 
ponents of a weapon system. In his testimony 
before Congress in 1955, former Assistant 
Secretary of the Air Force (Materiel) Mr. 
Roger Lewis, summarized it this way — “*. . 
an airplane is no longer an airplane and an 
engine, it is a complicated weapon system and 
if an electronic tube doesn’t work and if an 
engine fails, and if for one reason or another 
the control system fails to work, the whole 
military worth of that product comes apart. . .’’ 
Some indications of the management ‘‘head- 
aches”’ which technological progress brings can 
be deduced from a few simple comparisons. A 
World War II heavy bomber cost approximately 
$220,000 and required almost 20 maintenance 
manhours (within the wing) for each hour flown. 
Today a heavy bomber costs about $8,000,000 
and requires 6 times as many maintenance man- 
hours as its WW II predecessor. Not only is the 
quantitative demand for personnel proportionally 
greater, but the skill levels for crew and sup- 
port personnel alike are generally higher and 
more diverse. It is small wonder, when these 
facts are considered, that over the past ten 
years a new term of reference has crept into 
the military vocabulary. That term is ‘‘weapon 
systems’’. In the Air Force the official definition 
(AFR 5-47) is: ‘‘Weapon systems - an instru- 
ment of combat, such as an air vehicle together 
with all related equipment, both airborne and 
ground based, the skill necessary to operate 
the equipment, the supporting facilities and 
services required to enable the instrument of 
combat to be a single unit of striking power in 
its operational environment’’. The broad impli- 
cations of such a definition are quite simple. 
Optimum employment of weapon systems re- 
quires a kind of management control which has 
not been used in the military establishment be- 
fore. Evaluation of components can only be based 
on the ‘‘weakest link’’ principle. A weapon 




















system has little military value when completed 
airplanes with their complicated equipment must 
stand idle because runways and housing are not 
available for the operational employment of the 
system; similarly, the system cannot be used 
unless properly trained personnel are available 
to make it work. We must be sure that each ex- 
penditure buys the right things. For example, 
there is great danger that after purchasing ex- 
pensive hardware we will find that too little 
penditure buys the right things. For example, 
there is great danger that after purchasing ex- 
pensive hardware we will find that too little 
recognition was given to the follow-on; we are 
unable to meet the annual recurring costs which 
just possessing this hardware causes us to incur. 

In the Air Force, topcommanders are think- 
ing more and more in weapon system terms. By 
the end of hostilities in Korea, several staff 
studies were circulating at Hq USAF which pro- 
posed methods for programming and controlling 
the components of a weapon system. In September 
1953 an Air Force regulation was published which 
gave definitions and stated in general terms the 
responsibilities of the major commands and Hq 
USAF in support of the weapon systems concept. 
After careful evaluation, a Weapon Systems 
Committee was established in July 1954 at Hq 
USAF with representation from the office of each 
Deputy Chief of Staff, with the Assistant for 
Programming as Chairman. This was followed 
by the creation of Weapon System Project Of- 
fices (WSPO) to be operated jointly by the Air 





Materiel Command and the Air Research and 
Development Command — the objective being to 
insure coordination between weapon system 
components through the development and pro- 
curement cycles. The first major application of 
this principle occurred when the Air Force 
contracted for the B-58 and gave Consolidated 
Vultee full responsibility for coordinating all 
items of equipment in addition to the airplane. 

Within the Air Staff the responsibilities of 
the Aircraft and Weapons Board have been 
recently extended to absorb the functions of the 
abovementioned Weapon Systems Committee 
thereby insuring evaluation by weapon system for 
a greater portion of the ‘‘life-cycle’’ of each 
system. Costs are being developed routinely, 
by weapon system, for each major long-range 
planning exercise. A series of weapon system 
summaries portraying operational concepts, 
status of program, resources committed, and 
major problems encountered or anticipated, have 
just been initiated for Air Staff use. 

While traditional methods will continue to 
have their place in the management pattern, it 
is apparent that increased attention must be 
devoted to programming, scheduling, funding, 
progress reporting, and analyzing along the 
lines which best describe the mission to be 
accomplished and the weapon system to be 
utilized. To be of maximum value, our analytical 
efforts must be fully responsive to this new 
management requirement for better information 
by weapon system. 








KEEPING TOP MANAGEMENT INFORMED IN SIXTH US ARMY 
By Bernard Kahn 
Chief, Analytical Division 


Comptroller Section, Headquarters Sixth US Army 
Presidio of San Francisco, California 


An outstanding phenomenon in military 
management circles in recent years has been 
the intensified efforts to develop improved 
techniques for keeping commanders and key 
staff officers informed as to progress in ac- 
complishing missions and operating programs. 
Ever since establishment of military comp- 
trollership in 1948 increasing attention has 
been focused on the program review and analysis 
process. 

Why this growing interest in program review 
and analysis? Which after all is not a new 
technique to the military who are so familiar 
with situation briefings in the tactical situation. 
There are at least two compelling reasons. 
First, studies by bodies such as the Hoover 
Commission revealed that although military 
agencies excelled in review and analysis of 
tactical situations, they were weak in this 
respect in the non-tactical or administrative 
area. Secondly, the sheer size and increasing 
complexity of responsibilities assigned to com- 
manders necessitated the improvement of ex- 
isting progress reporting and evaluation 
systems. 

One organization which illustrates the 
direction and kind of current emphasis being 
given to program review and analysis is the 
Sixth US Army - a major continental command 
responsible for the operations, training, ad- 
ministration and/or services and supply for 
over 70 widely dispersed installations and 
facilities in the eight Western states. 

The Sixth US Army review and analysis 
system stresses three key principles: 


1. Decentralized Management: 

The procedure is designed so that each 
level of supervision maintains and critically 
evaluates sufficient data for its own managerial 
use and summarizes and forwards only that 
data needed for review and use by the next 
higher echelon. Thus, the concept of decentral- 
ized management is fostered. 


2. Management by Exception: 
Although the status and progress of all 
objectives is reviewed, only those situations 


which are significantly good, poor, or doubtful 


are highlited. Thus, attention is focused on 


major. problem areas and on courses of correc- 
tive action. Further, this keeps the review and 
analysis reports within practicable dimensions, 
for those who submit them and for those who 
receive them. 


3. Periodic Presentation and Uniform 

Documentation: 

Results of the review and analysis effort 
are presented orally on a regularly scheduled 
basis and are documented in writing in a 
prescribed manner. Thus, the headquarters 
command group and all program directors re- 
ceive periodically a highly coordinated briefing 
on the status of all programs. 


Programs and Activities 

Under its Programming System, the Sixth 
US Army divides its total mission into 21 
‘‘programs.’’ There are eight ‘‘program 
directors,’’ each responsible for one or more 
of the 21 programs, depending on normal staff 
responsibility. The Assistant Chief of Staff, 
G-4, for example, directs three programs — 
Supply, Distribution and Maintenance; Con- 
struction; and Logistical Services. 

Each Sixth US Army program is sub-divided 
into ‘‘activities.’’ There are 90 activities inall. 
For example, the Logistic Services Program is 
divided into the following six activities, directed 
by a staff section chief, as indicated in paren- 
theses below: 

Medical & Hospitalization (Surgeon) 
Communication & Photographic Services 

(Signal Officer) 

Transportation Services (Transportation 

Officer) 

Quartermaster Specialized Services 

(Quartermaster) 

Maintenance & Operation of Facilities 

(Engineer) 

Real Estate Management (Engineer) 


The blueprint for planning and managing 
each Sixth US Army program is contained in a 
**Program Document’’ — one for each program. 
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Prepared by responsible program directors, 
the documents are designed to guide actions 
during the applicable fiscal year. A document 
includes statement of specific objectives to be 
attained, estimates of workload, command poli- 
cies and priorities for accomplishment of ob- 
jectives and utilization of resources, operating 
schedules, factors to be used in projecting 
levels of operation, and standards for evaluating 
degree of attainment. In view of this wealth of 
information, program documents are a keystone 
in the Sixth US Army review and analysis 
system. 


How the System Works 

Review and analysis concepts and pro- 
cedures in Sixth US Army are similar at both 
command headquarters, located at the Presidio 
of San Francisco, and at major installations. 

The manner in which the system works is 
best described by following through a typical 
quarterly cycle at command headquarters using 
the Logistic Services Program, and the Medical 
and Hospitalization Activity of that program, 
as an illustration. (See Figure 1 on page 10) 

1. For each activity, indicators or units 
of measure are selected by which progress or 
performance of each sub-activity can be 
evaluated. Examples of indicators are: ‘‘Out- 
patient treatment per medical person per day, 
‘‘Medical services cost per military person 
per day,’’ and ‘‘Adequacy of facilities and 
equipment.”’ 

2. Standards and ranges of acceptable or 
satisfactory performance are established for 
each of the indexes selected. 

3. As operating reports, reports of in- 
spection and staff visits and correspondence 
are received by the activity director, selected 
data are summarized and recorded. This is 
usually ‘done by clerical personnel during 
normal processing of the documents. 

Based on an evaluation of the recorded 
summarized data, the activity director de- 
termines a rating — Excellent, Satisfactory or 
Doubtful — for the conduct of each sub-activity 
at each Sixth US Army installation. These ratings 
are recorded on a standard format (Form 1A - 
Activity Status) and a rating is then assessed 
for the conduct of the activity as a whole. 
Reasons for Excellent or Doubtful performance 
are explained together with any other appro- 
priate explanation of ratings or unusual 
situations. 


On a second form the highlights of the 
conduct of the activity are reported (Form 1B - 
Activity Highlights), This form includes com- 
ment relative to: 

1. Deficiencies in accomplishment of prin- 
cipal activity objectives. Recommendations and 
corrective action taken are included. 

2. Resource adequacy (men, money, ma- 
terial, and facilities) for the quarter and for 
the balance of the fiscal year. 

3. Items of specific interest to Program 
Director. 

4. Significant events during the quarter. 

These summarized and highlited reports on 
the status of activities for each of the activities 
of the Logistic Services Program are forwarded 
to the program director, ACofS, G-4, in this 
case. Some activity directors augment the 
written status reports by an oral briefing to the 
program director. As an example, each quarter 
the ACofS, G-4, at headquarters devotes two 
days to such oral presentations. He has stated 
that these are the most valuable days of the 
quarter for him, since it is during these pre- 
sentations that operations for the past quarter 
are crystallized into one integrated picture 
thus facilitating the planning of future courses 
of action. 

Reports on the status and highlights of the 
program are prepared based on the activity 
reports and other available information. In his 
review and analysis, the program director uses 
summarizing and highlighting procedures simi- 
lar to those used by the activity director. The 
forms used are numbered 2A (Program Status) 
and 2B (Program Highlights). Illustrations of 
these forms are shown on page 10. 

The logistic Services Program written 
review and analysis is then forwarded to the 
command group through the Comptroller Section, 
as are the reviews and analyses of all other 
Sixth US Army programs. 

Then the Comptroller prepares a three- 
part summary and integrated review and analysis 
of all programs. 

The first portion of the summary analysis 
(Form 3) reflects the status of the conduct of 
programs as determined by program directors 
followed by remarks as to the significance of the 
ratings, the major problems that existed during 
the quarter, and the effect of deficiencies in one 
program on other command programs. 

The second portion of the summary analysis 
(see Form 3A on page 10) is a more detailed 
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picture of the status of programs showing the 
status of each program at each of the principal 
Sixth US Army installations. This picture, too, 
is followed by explanatory comments as to the 
significant happenings and highlights at the 
installations. 

The third and last portion of the Comp- 
troller’s integrated report is a concise graphic 
and narrative analysis of imbalances between 
program planning and execution. This is identi- 
fied as Form 3B, 

Culmination of the quarterly cycle is the oral 
briefing to the command group. 

At the quarterly briefing, each program 
director presents an oral discussion of the 
principal events and problem areas in his 
program. These presentations are brief, taking 
a total of one and a half hours for all programs, 
and are restricted to only the most significant 
situations and problems. The use of visual aids 
is encouraged at the briefing. The Chief of Staff 
takes a particularly active part in discussing 
the information presented and offering guidance 
and assistance where required. 

The Sixth US Army Comptroller has a 





triple role in the review and analysis system. 
First, he is responsible for coordinating overall 
development and monitorship of the review and 
analysis system. Secondly, he is responsible for 
‘‘across-the-board’’ evaluation of all command 
programs. And third, he is a program director 
in his own right, being responsible for the 
Management Program and the Finance & Audit 
Services Program. 

The Sixth US Army review and analysis 
system provides the Commanding General with 
information resulting from a comprehensive 
evaluation of all activities in his command. It 
stresses measuring progress in terms of spe- 
cific time-phased objectives. It focuses attention 
on excellent or unsatisfactory performance and 
major problem areas at ali levels of manage- 
ment. It requires review and analysis pre- 
sentations and reports at regular recurring 
intervals rather than on a sporadic or crisis 
basis. It places responsibility for presenting 
reports on the status of programs on those 
responsible for executing the programs. Finally, 
its applicability to large or small organizations 
increases its value as a management tool. 





Fort Benjamin Harrison Chapter 


The formation of the Fort Benjamin Har- 
rison Chapter occurred at a dinner meeting in 
the Officer’s Club on January 10, 1957. 

Captain J. C. Armour, Assistant Comptrol- 
ler at Headquarters Fort Benjamin Harrison, 
and a Founding Member and Past President of 
the Society, acted as Chairman and outlined the 
purpose and objectives, and the history and 
accomplishments of the Society since it was 
organized in 1949 at Fort Sam Houston, Texas. 

Present at the initial meeting of the Fort 
Benjamin Harrison Chapter were 2nd Lt. C, J. 
Irving, FBH; lst Lt. E, M. Fleisher, Hq Fifth 
Army; Mr. J. Frazier, U. S. Navy Avionics; Lt. 
Col. F. A, Chamblin, USAF; Capt. T. E. Tracy, 
GSUSA; Mr. L. W. Miller, TAGS; lst Lt. B. 
Hawkins, TAGS; Capt. J. C. Armour, FBH; 
CWO R, M. Chernosky, FBH; Mr. M. Mowery, 
IMD; Capt. T. J. Callicotte, TAGS; Maj. J. M. 
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Scott, FSUSA; Mr. R. H. Clark, FBH; Mr. G. D. 
Gheen, FBH; Mr. J. E. Hohreiter, USAFC, 

Officers elected at the meeting include: 
Capt. J. T. Callicotte (TAGS), President; Maj. 
J. M. Scott (FSUSA), Vice President for Army; 
Cmdr. J. K. Walker (USN), Vice President for 
Navy; Mr. Raymond H. Clark (Hq FBH), Comp- 
troller; Mr. C. E, Stephenson (IMD), Secretary. 
The local Chapter will meet on the second Thurs- 
day of each month. 

Guest speakers at the meeting were 2nd Lt. 
C. J. Irving, Finance and Accounting Officer 
there, who outlined the accounting procedures 
pertaining to ‘‘Accrued Expenditure Accounting’”’ 
which is now being implemented in the Fort Har- 
rison Finance and Accounting Office as the pilot 
station for the Department of the Army; and, 
lst Lt. E, M. Fleisher of the Finance and Ac- 
counting Division at Headquarters Fifth Army, 
who conducted a question and answer period on 
the same subject. 





PRESENTING THE FACTS FOR MANAGEMENT DECISIONS 
Col. S. N. Black 


Management is today becoming a more and 
more exacting science. Gone forever are the 
days of the ‘‘hunch’’ being the foremost manage- 
ment tool. Today facts have taken the place of 
the ‘‘hunch’’ in making management decisions. 
To present these facts to management is the 
job of the Management Analysis Division of the 
Deputy Chief of Staff Comptroller here at Crew 
Training Air Force. Our existence is predicated 
on presenting the Commander with facts to aid 
him in making competent management decisions. 

The methods used to convey these facts are 
varied and in many instances extremely complex. 
The realization is immediately apparent of the 
need for a collection agency to gather the facts. 
This activity in the Air Force is known as 
Statistical Services. For simplification and 
better understanding let us compare the 
operation to the nervous system of the human 


body. 

The nerves represent the statistical ser- 
vices system. These are the gatherers of 
information. As in the human body, the nerves 
feel out through the five senses everything that 
is possible and necessary for the human body to 
perceive. Statistical Services feels into the 
various areas (functions) of the Air Force 
operation. Impulses in the form of reports are 
forwarded back to the vortex or central statis- 


tical agency. These reports are simplified by 
complex machinery into complete and intelli- 
gible statistics. 

When these reports are completed, the 
nervous system, as we have compared statistical 
services with, completes its function. It is time 
then for the ‘‘brain,’’ to which we’ll compare 
the Management Analysis Activity, to take 
command of the situation. The brain transforms 
the nerve impulses into recognizable thoughts. 
So too does the Management Analysis Division 
transform statistics into Management Facts. 

As shown by the chart which follows, it is 
our job to give meaning and conciseness to the 
cold statistics. The ‘‘brain’’ relates each thought 
either to past information (memory) or corre- 
lated facts (other impulses) to form a complex 
thought. As thought is the basis for action, so 
too, are facts necessary for today’s scientific 
management decisions. 

Statistics are assembled in the Management 
Analysis Office. These are studied, coordinated, 
correlated, compacted and formed into simpli- 
fied facts. Much the sameas thoughts stimulated 
by the brain are used to coordinate actions by 
the human body, so too, do we give the Com- 
mander facts which inform him of the underlying 
and correlated background necessary to make 
scientific management decisions. 











How, then, should the manager be apprised 
of these facts necessary for making scientific 
management decisions? Here at Crew Training 
Air Force we present to tte Commander 
(manager) a monthly briefing in which a thorough 
analysis of the position of Crew Training Air 
Force is given. The briefing is entitled, ‘‘How 
Are We Doing” and is given verbally with the 
aid of transparent ozachrome slides to the 
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Commander and his staff and is then put into 
booklet form in the printed Management Facts 
Briefing booklet. 


The first area studied - CTAF Mission 
Summary - is the one in which we place the 
greatest emphasis in our presentation. First we 
show the consolidated command mission sum- 
mary chart. 
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PROG - PFT & FLOW CHART 
CURRENT UMD 


The first topic analyzed is the primary 
objective of Crew Training Air Forces, namely, 
student graduates. Our mission is to mold 
pilots and aircrew members into closely knit 
crews, highly proficient in the use of the military 
aircraft as a combat weapon. This, as profit in 
a business firm, is the end product of our 
efforts. But to judge how well we are graduating 
students (making profit) we must havea standard 
or program against which we must compare our 
progress. The program used in this command 
is the Crew Training Air Force Flow Chart 
which is the operating document used for 
programming the student graduates and the 
behind the scenes work necessary to produce 
these graduates. 

Having examined the monthly graduate 
standing, we go to the areas which we feel are 
the underlying reasons for this command meeting 
or not meeting our objective. It is obvious that 
in order to graduate students, we must have 
gomeone enter the training courses which are 


ACT — TRC, Tt, CTAF Tt, b-aP—al, (2-08 
co-e-as baron, on0-2m, ares 
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conducted. By examining the shortage of entries 
in July we can, with a highly accurate degree, 
predict future shortages in graduates. In like 
manner, we examine the student load in relation 
to the program and find that we are presently 
short of students in training. We can therefore 
also predict with a great degree of accuracy a 
shortage of student graduations in the future. 
After examining the student situation we 
delve into the remainder of the chart in which 
the progress of student training is studies. Here 
also we find a great to least progression 
present. To train students we must have in- 
structors and if these instructors are too few in 
relation to the number required, our primary 
objective will be hampered considerably. Either 
the instructors must over-extend themselves in 
the number of students they can effectively train, 
or they must allow students to learn for them- 
selves subjects they should be taught. The 
projected figure is a five month hence position. 
Next in importance to be considered is the 




















flying time of the aircraft. If we are unable to 
fly the aircraft the students cannot be taught the 
intricacies of flying the aircraft. An obvious 
reason for us not to be able to fly the aircraft 
is not have a sufficient number of aircraft on 
hand. This, together with our aircraft in com- 
mission comparison, shows us why we did not 
fly the programmed number of flying hours. 

To further analyze the aircraft in com- 
mission rate for possible underlying reasons we 
study the aircraft maintenance personnel area 
to determine whether sufficient personnei were 
available to service and maintain the aircraft 
possessed. To a lesser degree, the total per- 
manent party personnel status reflects on the 
accomplishment of the mission through the air- 
craft in commission rate and flying instructor 
area. 
In order to more closely study the overall 
picture depicted on the CTAF Mission Summary 
Chart, a summary chart is shown for each base. 
By so doing, the problem areas are pinpointed 
to the various bases at which the programmed 
objective is not being met. 

If an area on the base chart shows a wide 
fluctuation from the approved program, a further 
trend chart is presented to determine whether 
the situation has improved or worsened during 
the past several months. The first shows a 
typical student backup chart. We can immediately 
find the reason for the deficient graduations, 


























such as a shortage“@f initial entries into the 
course, etc. The next chart shows our flying 
instructor trend. Here we see the need for 
instructor personnel, now and in the future. The 
third chart is a typical chart depicting the flying 
hour trend by type aircraft. The fourth chart 
shows a typical average number of aircraft 
possessed trend chart. The fifth chart is an 
example of a trend chart on aircraft in com- 
mission rate. The sixth chart is an example 
of a trend chart depicting the aircraft mainte- 
nance personnel picture at a particular base. 
The seventh and last chart used to show trends 
of areas portrayed on the consolidated base 
charts is the permanent party personnel chart. 

It is clearly evident that all these backup 
charts compliment the overall base chart. If an 
area is meeting the program on the consolidated 
base chart, the backup chart for that area is 
logically omitted. 

Although this system was designed for the 
Crew Training Air Force, it has equal appli- 
cation in a business operation of a size able to 
warrant an analysis function as such. Let us 
substitute a businessman’s view into the pre- 
vious Crew Training Air Force Mission Sum- 
mary Chart. The programmed figure could be 
either last year’s experience, or the objectives 
established by the various department heads 
such as the treasurer, sales manager, pro- 
duction manager, etc. 
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Here, at a glance, problem areas are 
highlighted. The non-problem areas similarly 
speak for themiselves. Immediately the manager 
is apprised of the weakness shown by Branch 
Office A’s July operations. Profit is down 20% 
from program and by following the chart wecan 
see the deviation was primarily caused by 
Sales, Cost of Goods Sold, Salaries, and Indirect 
Expenses not meeting their respective pro- 
grams. From the chart it would be safe to 
assume either a ‘‘shot in the arm’’ is needed 
in Branch Office A’s operation or the program 
established for the branch was not realistic. 


By further study of the salient records the 
problem could undoubtedly be determined. It is 
also well to note that immediately Branch 
Office B’s and C’s operation is omitted from 
further detail analysis and the manager is 
apprised of the fact they are meeting their 
objectives. 

This is our method of ‘‘presenting the 
facts for Management Decisions.’’ We are con- 
vinced they are necessary and although our 
system of presentation may not be the best, it 
is a method which we feel performs the function 
with which we are responsible. 





Hawaii Chapter 


At the Hawaii Chapter’s annual social ban- 
quet and installation of officers on January 17, 
1957, they were privileged to have as dinner 
guest and guest speaker the Honorable Samuel 
Wilder King, Governor of Hawaii. His entertain- 
ing presentation included many topics of interest 
and importance to military and civilian mem- 
bers, which was quite a climax to a successful 
gathering. 

Military guests of honor included: 

Lieutenant General B. M. Bryan, USA 

Rear Admiral W. H. Leahy, USN 

Brigadier General R. E, Koon, USAF 

Major General S, S. Jack, USMC 

New incoming officers elected in November 
are: 

President— 

CAPT Frank G. Springer, USN 


Vice-President, Army— 
LT COL John R, Koshki, USA 
Vice-President, Air Force— 
LT COL Keith I, Wiese, USAF 
Vice-President, Navy— 
Mr. Martin B, Crehan 
Vice-President, Marine Corps— 
COL Roger C. Power, Jr., USMC 
Secretary— 
Mrs. Thelma Adler 
Comptroller— 
Mr. William A, Hanson 
On March 4, they had as their luncheon 
guest and speaker, The Honorable W. J. McNeil, 
Assistant Secretary of Defense, who gave a most 
interesting talk on the Military Comptroller’s 
role in the military machine and the development 
of a financial structure to best fit both peace 
time and war time operations. Over one hundred 
members and guests attended the meeting. 





Wichita Falls (Texas) Chapter 
The five original petitioners of this chapter 
were sponsored by Colonel John R. Bodle who is 
a member of the National Council. 
The five original petitioners were: 
Lt Col Vasco E, Gulino 
Major Marvin L. Cooper 
Major John R. Schenkewitz 
Major Robert W. Masters 
Major Alvin G. Schlukbier 
The following officers of the chapter were 
elected: 
President— 
Lt. Col. Vasco E, Gulino 
Vice-President— 
John H. Brison 
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Comptroller— 
Major Henry G, Bartels 
Secretary— 
Kathryn W. Norris 
The program committee has arranged the 
following tentative schedule for the remaining 
portion of fiscal year 1957: 
May 57. Regular Business Meeting, Round 
Table Discussion 
Jun 57 Business Meeting, Guest Speaker, 
ATC Command Comptroller 
Jul 57 Regular Business Meeting, Round 
Table Discussion 
Aug 57 Regular Business Meeting, Guest 
Speaker, SAC Command Comp- 
troller 








CONSUMER FUND/CONSUMER CREDIT SYSTEM IN USAREUR 
By Lt. Col. C. Retzky 
Chief of Management 
Asst. C/S G-4, Hq., USAREUR 


The subject of this article is the consumer 
fund/consumer credit system in USAREUR, a 
subject which increases in importance every 
day. 

Wherever you may go, whatever you may do, 
from CONUS to Korea, from USAREUR to 
Timbuktoo, you will find that consumer funds 
are a controlling factor in accomplishment of 
your mission. You cannot escape that fact 
because the consumer fund system is established 
by law, it is required by Army regulation, and 
it is here to stay. 

As you may know, consumer funding is a 
very important part of the Army’s Financial 
Management Plan. Therefore, before I launch 
into the subject of consumer funding, I think it 
would be proper to mention something about 
financial management. 

According to our leading economists, the 
Russians very definitely have a financial man- 
agement plan of their own; one which is geared 
to obtain the defeat of the United States in peace 
or war by causing the United States to spend 
itself into bankruptcy. Such a catastrophe is 
far from impossible when we consider that we 
are engaged in a ‘‘life or death’’ arms race with 
a slave state whose living standards are so low 
that their cost of production is but a fraction of 
ours. 

Our economists call this ‘‘Russia’s Secret 
Weapon’’ and, faced with a prolonged cold war 
or even a hot war, they justifiably feel that this 
financial type warfare is the greatest single 
threat to our existence, 

If we go broke, through bankruptcy or in- 
flation the free world must turn to the East for 
new markets and economic leadership; Russia 
thus could win the war without firing a shot. 

It is for that reason that we must accept 
financial management as a necessary tool or 
war. It enables us to get more military strength 
out of every dollar spent. It permits us to 
compete and beat the Russian slave state by 
introducing and taking advantage of modern, 
efficient, business-like methods in our Army 
support operations. We must become masters 
of financial management as we would any other 
modern weapon. 
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The stock fund and consumer fund system 
is one of the key points in our counterattack on 
the Soviet financial management plan. That is 
why we should all have a thorough understanding 
and appreciation of this system and that is why 
I am here today. 

In order todiscuss consumer funds, we must 
first know something about stock funds. So let’s 
start there . . . What are stock funds? 

Stock funds are simply a method of financing 
depot inventories of consumable type items. 
Items which are ‘‘consumed-in-use’’ comprise 
the inventory of the stock fund. This inventory 
is sold to consumers. Funds thus paid into the 
stock fund by the consumers are used to procure 
more stock fund inventories in a true revolving 
fund operation. 

Chart 1 shows this very well. As you can 
see, the stock fund, itself, consists of cash and 
inventory in a fixed amount as approved by 
Congress. The cash is used to procure in- 
ventories from contractors. The inventories go 
into the stock fund, thus keeping it at the 
established evaluation. The stock fund then sells 
the inventories to the customers who pay for 
the supplies received with consumer funds which 
go back into the stock fund, thus keeping it 
perpetually in balance. 

There is one, single stock fund for the 
entire United States Army. However, there are 
seven divisions of the stock fund: one for each 
technical service. The stock fund divisions are 
managed by the Chiefs of technical service in 
Department of the Army who report periodically 
to DCSLOG, the Secretary of the Army and the 
Department of Defense on the status of their 
division of the stock fund. 

The next point is very important . . . the 
technical service stock fund divisions extend 
overseas and they include the stocks in over- 
seas depots. In other words, the stocks which we 
hold in our USAREUR depots actually belong to 
the technical service division of the Army stock 
fund back in the United States. You might say 
that the inventories are held in our depots on 
consignment. We don’t pay for them when they 
are shipped to us from the states, nor do we 
pay for them as long as they remain in the 





depots and in the custody of the USAREUR 
technical service. But when stock fund supplies 
leave the depots - when they are shipped to a 
customer - the stock fund must be reimbursed 
for the shipment since it constitutes a sale. At 
that time, the customer (or the Finance and 
Accounting Office as is the case at USAREUR) 
must furnish consumer funds to pay the stock 
fund for the items received. We will discuss 
consumer funds, how they are obtained and how 
they are handled in a few moments. But first, 
let us complete our discussion on stock funds. 

Now, what is the purpose and intent of stock 
funding? The Department of Defense and Con- 
gress have imposed this requirement upon the 
Department of the Army in order to obtain 
certain managerial improvements throughout 
the Army. These benefits are: 

1. Greater flexibility in procurement since 
adequate funds are always available within the 
stock fund for new procurement at the right 
time and place, provided that the stock fund 
management is good. — 

2. There is no possibility of losing unspent 
appropriated funds at the end of the year. 

3. It develops cost consciousness at all 
levels of command. 

The stock funding system was installed in 
UASREUR in July 1955. 

We, here in USAREUR, derive little direct 
benefit from the area of the stock fund. We do 
not have much, if any, stock fund cash; we do no 
procurement for the stock fund; we have no 
responsibilities nor means of balancing in- 
ventory with cash; all those responsibilities are 
vested in the DA technical service chiefs who 
manage their respective divisions of stock fund. 

However, Department of the Army, as a 
whole, receives considerable benefit from the 


stock fund operation in that it provides a 


means for constant replenishment of our in- 
ventories without the feast and famine periods 
we formerly went through when we were de- 
pendent upon how well we sold our needs for 
procurement money toCongress. Now, Congress 
can be presented with a program which outlines 
the men, money and materials required by the 
Army for the job to be done by each command. 
Included in that program is the amount of con- 
sumer funds which each command will require 
in order to pay for the consumable supplies 
which it will draw from the stock fund. Congress 
either approves of that program or cuts back 
on the job to be done. It is that simple. 
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Now for consumer funds. 

By now you are undoubtedly aware that 
consumer funds are nothing more than funds 
which Congress appropriates to each command 
so that the consumers of each command 
will be able to ‘‘pay’’ for the consumable type of 
supplies which they require from the stock fund. 
Consumer funds are only provided for the 
procurement of consumable type items, that is, 
stock fund items. 

Issues of so-called capital items (non- 
consumable items or P&P items) continue to 
be made on a free issue basis, since they are 
not a part of the stock fund. This also applies to 
ammunition. Subsistence is included in the Army 
stock fund, however, subsistence is issued 
without consumer fund reimbursement on an 
‘‘open allotment’’ basis, which means that 
reimbursement for the issues takes place after 
the fact from funds held by Department of the 
Army. 

The important thing to remember about the 
operation of the consumer fund/stock fund 
system is that, like the Chinese laundry, ‘‘No 
tickee, no washee’’; ‘‘no funds, no supplies.”’ 
The customer must have consumer funds in 
order to receive stock fund supplies from the 
depot. 

A few other interesting points about the 
consumer fund/stock fund operation: 

In CONUS, consumer funds are placed in the 
hands of the actual consumer, that is the post, 
camp, or station which submits requisitions to 
the depot. The consumer has the fiscal and 
accounting responsibility for maintaining these 
funds in formal books of record which are 
subject to audit. He cites the availability of 
these funds on each requisition which he submits 
to the depots. The penalty for deliberate over- 
obligation of funds available is quite heavy, and 
when incidents of this type occur, considerable 
paperwork and reporting must be accomplished 
before normalcy is restored. Under such a 
system flexibility of operation is considerably 
limited because the consumer funds are in 
hundreds and thousands of ‘‘pockets’’; and any 
adjustment between pockets requires formal 
accounting techniques which involve consider- 
able paperwork, red tape and administrative 
delays. 

Here in USAREUR, consumer funds are 
given to CINCUSAREUR by Department of the 
Army as part of the annual funding program of 
M&O (Maintenance and Operations) funds. 





When consumer funding was extended to 
USAREUR in July 1955, several major problems 
had to be overcome. First, units in USAREUR 
were not quartered on posts as they were in 
CONUS; frequently they were in isolated outlying 
positions. Second, it had been generally agreed 
by Department of the Army that tactical units 
were to be spared the requirements of consumer 
funding, fiscal bookkeeping and formal financial 
accountability. Third, there was no pool of 
trained accountants, either civilian or military, 
available to maintain formal consumer fund 
records at unit level, nor were any funds or TD 
spaces provided for hire of such personnel. 
Under the circumstances, USAREUR developed 
a variation of the consumer fund system which 
accomplished the purpose of consumer funding, 
yet spared the consumers (tactical units) from 
the burdensome workload which I have just 
mentioned. This system is known as the Con- 
sumer Credit System. 

In USAREUR, under the Consumer Credit 
System, we have placed the actual consumer 
funds in our Finance and Accounting Offices and 
we have issued ‘‘paper money’’ in the form of 
consumer credits toeach customer ofa 
USAREUR depot. 

This Consumer Credit System was con- 
sidered more desirable for this command than 
the actual handling of appropriated funds (con- 
sumer funds) since it relieves the tactical units 
of much of the fiscal and audit workload which 
would otherwise be generated at the consumer 
level. Also, the use of consumer credits instead 
of consumer funds gives us greater flexibility in 
meeting and handling the money requirements 
of our consumers while the money, itself, is 
handled by financial experts in the Finance and 
Accounting Offices. 

To give you a better idea of how we handle 
our consumer credits and consumer funds in 
USAREUR, I will refer to Chart 2. 

1. As you will note, the consumer funds are 
represented as a money bag at the top of the 
chart. The actual funds are traced by the arrow 
on the right hand side of the chart from DA 
through the Comptroller, USAREUR, to the 
Technical Service Finance and Accounting 
Offices. 

2. The flow of consumer credits (i.e., 
‘‘paper money’’) is traced down the left hand 
side of the chart, and, as you can see, G4, 
USAREUR, distributes the consumer credits in 
bulk to the responsible commanders who, in 
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turn further break down and distribute their 
consumer credits to each of their requisitioners. 

3. Both the responsible area commander 
and his requisitioners maintain blotter records 
to show current status of consumer credits and 
availability of credits for requisitioning pur- 
poses. Financial statements and priced shipping 
documents are furnished by the depot and F&A 
Offices in order to permit proper reconciliation 
of these blotter records. 

4. When the requisitioner submits a re- 
quisition to the USAREUR depot, he must have 
sufficient consumer credits to pay for the stock 
fund items requisitioned. 

5. The F&A Office, representing the 
USAREUR depot, obligates the consumer funds 
which were originally placed in that office by 
Comptroller, USAREUR, and the depot then 
ships the requisitioned supplies to the requisi- 
tioner. 

6. The requisitioner is responsible for 
editing requisitions submitted by supported units 
down to a level which is supportable within the 
availability of his consumer credits. He does 
this by breaking down his total credits into 
equitable amounts for each supported unit, 
notifying each unit as to what its share is and 
requiring each unit to live within its shareof the 
credits. The requisitioner acts as the ‘‘book- 
keeper’’ and consumer credit ‘‘banker’’ for the 
supported units, editing their requisitions 
against the amount of credits in each unit’s 
**bank account’’. The units can ‘‘buy’’ anything 
they want as long as they do not exceed their 
‘‘bank accounts’’. TA and TO&E authorizations 
are used only as a guide as to the items and 
quantities which a unit may order or have on 
hand; the final criteria is the commander’s 
decision as to whether an item or quantity is 
actually essential and whether the unit’s con- 
sumer credit ‘‘bank account’’ can support the 
expenditure. 

Admittedly, the thought of rationing is 
difficult to accept for those of us who knew the 
days of plenty in the Army. But rationing is not 
a brand new experience, nor is it strictly a 
peacetime exercise. We are always short of 
critical items in war; in fact, we have greater 
and more serious shortages in wartime than we 
ever do in peace. What do we do about it in 
wartime? We impose a rationing system to make 
the best of what is available and we measure a 
commander’s ability to live within his quota as 
an indicator of his overall efficiency . . . that 








is also what we are doing under the consumer 
credit system. We should bear that in mind 
when the cross seems almost too heavy for us 
to bear. 

To give you an idea of the sizeof the prob- 
lem we are confronted with today, and why we 
must have this means of limiting consumption, 
you would be interested to know that this year, 
FY 57, Department of the Army has given us 
only 70% of the consumer funds we requested to 
meet our estimated normal issue requirements. 
70%! We must ration ourselves to live within 
that amount and that level of supply throughout 
the entire year or go broke and literally do 
without any depot stock fund supplies from 1 
March 1957 to 1 July 1957. Obviously, we have 
no choice. We must make our consumer 
credit system work and that is what we are now 
doing. 

The Consumer Credit System has been in 
operation now for about five months. We know 
now that it does work. It has been acclaimed by 
the IG, on his recent inspection of USAREUR, as 
the logical answer to the complexities of con- 
sumer funding in CONUS, and he has recom- 
mended that DA adopt a similar commendation 
and they have recommended the system to the 
Department of Defense through the Comptroller 
General of the United States, for adoption by all 
military services now involved in stock funding. 

As a matter of fact, the USAREUR consumer 
credit system worked so well during the first 
quarter of this fiscal year that consumer funds 
were slightly under-obligated even when due- 





outs were considered. We attributed this to 
several factors, but a most important one is 
that the consumer credit system has instilled 
cost consciousness in our depot customers to 
such a degree that customers are hoarding 
credits, as they would money, fora ‘‘rainy day’’. 
We plan to offset this tendency by advancing 
credits for anticipated turn-in of excess equip- 
ment and by advancing still more additional 
credits to cover those tied up in due-outs and 
ordinary requisition lag time. 

Problems? Bugs? Sure we have had, and 
still do have, a few, but they are relatively 
minor and, considering the enormous impact of 
this system, it is a miracle we have not had 
more problems of a more serious nature. 


Summarizing: 

1. The Stock fund/consumer fund system is 
a key point in our Army financial management 
plan. It is required by law, implemented by Army 
regulations and it is here to stay as an integral 
part of our peacetime Army supply procedures. 

2. It introduces competition, incentive and 
true cost consciousness at the consumer level by 
requiring him to pay for all supplies he plans to 
use from a limited supply of funds or credits. 
This reduces the tendency to order more 
material than actually needed. 

3. It enables us to live within our reduced 
budgets by making the commanders aware of 
how much money they have for purchase of 
supplies and by making them responsible for 
deciding what to buy with the money available. 





Heidelberg Chapter 
A renewal and new-member drive is now 
underway to the Heidelberg Chapter and 150 
membership cards were forwarded to the 
Chapter. 
New officers elected for the January-June 
1957 term are: 
President— 
Col Charles H. Miles, Jr. 
Vice-President— 
Lt Col Carl R. Rotz 
Secretary— 
Mr. Max Greene 
Treasurer— 
Mr. Milton Miller 
At the present time Heidelberg has over 
seventy-five active members. 


Central Pennsylvania Chapter 
On the 28 March 1957 the Central Pennsyl- 
vania Chapter of the American Society of Mili- 
tary Comptrollers was organized, a constitution 
and by-laws were accepted and permanent offi- 
cers for the fiscal year were elected. These 
officers are: 
President— 
Charles W. Mowery 
Vice- President— 
Paul F. Ruth 
Secretary— 
Nevin B. Rohrbaugh 
Asst. Secretary— 
George S. Fritz 
Treasurer— 
Vivian R. Bolton 
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A DOZEN REASONS WHY THEY DON’T LIKE THE O & M EXAMINER 
B. J. Hymes 
Post Comptroller, Fort Hamilton, New York 


The Organization and Methods Examiner is 
a controversial character. Some of ourO & M 
Examiners work closely in collaboration with 
operating officials and many are looked upon as 
epizoons, typifying waste in the Army. 

The recommendations from the O & M man 
have eased the rough spots of operations and 
have resulted in savings of many thousands of 
dollars. His praises have been sung by first line 
supervisors, middle and top management, for his 
excellent services rendered. On the other hand, 
the O & M Examiner has been referred to as a 
waste of money, and influential operating chiefs 
have successfully barred him from their 
sections. 

The O & M Examiner does have a vital 
function in the Department of the Army. His 
methods and techniques stem from the manage- 
ment leaders of the early twentieth century, 
whose scientific principles of. management, 
compiling of laws, rules and case histories 
obtained the optimum output from workmen. 
They paved the way for standardization, and 
mass production. Their efficient methods of 
planning, organizing, and delegation of work 
have raised our productivity and enabled the 
highest standard of living in the world. Surely 
then the O & M Examiner can offer much towards 
improving the Army with techniques he knows 
best such as methods, layout, and manpower 
surveys, and work simplification. 

Now, why don’t they like the O&M Examiner? 


1. HE DUPLICATES THEIR FUNCTION. 

‘*I’m the chief around here. Is he going to 
tell me how I ought to do my job?’’ 

Probably, the first objection to the O & M 
Examiner is that he is the management man who 
is going to tell the managers what to do. Every 
supervisor, middle and first line, is a manager 
in his own right. A productive survey containing 
recommendations for improved procedures will 
break down this resistance. 


2. THE O & M LACKED QUALIFICATIONS. 
“This O & M fellow doesn’t seem to know 
where to begin. He’s haphazard and repetitious!”’ 
There is nothing that sours an operating 
official more than to have his section surveyed 


by inexperienced or inept management personnel 
The O & M should plan a survey outline in his 
office before starting a survey. 


3. PAST EXPERIENCE IS UNSATISFACTORY 
‘I’ve had experience with ‘them efficiency 
engineers’ back at Fort and they talked 
a lot and accomplished nothing!’’ 
The past will be quickly forgotten if real 
improvements of existing methods are worked 
out for this operating official. 


4. PROBLEMS REQUIRE AID OF TECHNICAL 

PERSONNEL, 

“‘This job we have requires someone who 
knows transportation problems. It’s” too tech- 
nical in scope for an administrative examiner!” 

This requirement doesn’t hold water since 
procedural work and office systems are pretty 
much the same, basically. Furthermore, a ‘‘new- 
look’’ by an outsider can turn-up new and large 
aspects of improvement. 


5. ARGUMENTATION. 

‘‘That O & M fellow sure wasted a lot of my 
time just arguing and bickering!”’ 

This is a justifiable complaint. The O & M 
man must do a reasonable selling job and have 
the personal traits to get along with people and 
earn their respect. Everyone naturally resists a 
change, and the O & M should be patient and 
tactful. 


6. TIME CONSUMING. 
‘‘This O & M fellow is tying up too much 
of my time and that of my key personnel!’’ 
There is no doubt that some of the time of 
key personnel is required. However, the results 
will usually more than justify the time spent. 


7. O & M ABANDONS THE SECTION. 

‘‘After the survey is completed and we 
concur with the recommendations, that’s the 
last we see of the O & M man!”’ 

This complaint is justified. In order for an 
O & M Examiner to succeed, he must frequently 
review the implementation of the change to see 
if his system is operating effectively and alsoto 
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see if new developments would require the 
scrapping of -the survey and the institution of a 
new survey. 


8. SERVES AS INFORMANT TO COMMAND. 

‘*The O & M man will report information to 
the Command which may be erroneous, and I 
won’t get a chance to rebut!’’ 

The good O & M man conducts an exit 
interview with the operating official, prior to 
sending his report to Command. The Operating 
Official then has all the opportunity in the world 
for rebuttal of any incorrect statements in the 
survey for their initial protection. 


9. LACK OF PROMPTNESS. 

‘“‘The O & M Examiner is always volun- 
teering to help, but when I ask him to survey an 
activity, he tells me he’s doing a cyclic survey 
and won’t get around for three months!”’ 

This complaint is justified. A good O & M 
man seldom refuses work. The sections need the 
service at the time they request it, not several 
months later. 


10. EXERCISES LINE AUTHORITY. 

**The O & M Examiner told my chief clerk 
to rearrange his office layout right away]!’’ 

The O & M is a service function which 
never has or exercises line authority, except 
over other O & M Examiners. 


11. REDUCTION IN STAFF. 

**I know that so and so isoutto cut my staff 
and I’m not going to go along no matter what he 
says|’’ 

If you are obviously overstaffed sir, why 
not let the other fellow get some critically 
needed manpower. Excess manpower may 
impede, not improve, the quality of your section. 


12. GOOD WORK IGNORED. 
‘*The O & M Examiner only writes the bad 
things he sees, never the good operations!”’ 
The good O & M man should give credit to 
the operating official where due, to the greatest 
extent, and criticize when necessary in a con- 
structive manner. 


CONCLUSION 


The O & M Examiner will never be liked by 
everyone. However, he will continually be sought 
out to offer advisory services in the field of 
management, to his comptroller and to the 
operating staff. That is, if he avoids someof the 
pitfalls enumerated above, and presents surveys 
which have substance, are logical, and feasible. 
In this way he will promote economy anda 
‘‘better way of doing’’, which, after all, is his 
reason for being. 





Greater Philadelphia Chapter 
This chapter is in full swing. They have 
established contact with most of the military 
activities in the area andhave sent out literature 
and application blanks. Officers elected in Janu- 
ary include: 
- President— 
James L. Fulton, Jr. 
Navy Vice-President— 
Cdr. George W. Netts, SC, USN 
Army Vice-President— 
Aaron Fierson 
Secretary— 
James B, Latta 
Comptroller— 
Malcolm E. Johnson 
A general meeting was heldon7 March 1957 
at the Commissioned Officers’ Mess, Phila- 
delphia Naval Shipyard. 


Baltimore Chapter 
At the 2 April meeting the Chapter held 
election of permanent officers, replacing those 
selected originally on a temporary basis, for 
organizational purposes. The officers chosen for 
the ensuing year are: 
President, 
Air Force— 
Mr. Ernest R. Laverdiere 
Vice President, Air Force— 
Lt. Elmer E, Horsey 
Vice President, 4 rmy— 
Mr. Harold T. Smith 
Vice President, Navy— 
Mr. Russell E, Denison 
Secretary, Air Force— 
Mr. Howard W. Law 
Comptroller, Air Force— 
Mr. Joseph (NMI) Pizzino 








“DEFENSE CONTRACT FINANCING” 
By John F. Kilduff 
Chief, Contract Financing Division 
Directorate of Accounting and Finance 
DCS/Comptroller, USAF 


The financing of defense contracts is a 
relatively little publicized but highly important 
feature of the current defense program. Through 
the media of progress payments, guaranteed 
loans, and advance payments (in that order of 
magnitude) the government provides financial 
assistance to defense contractors. Because of the 
increase in labor and material costs particularly 
since World War II, the financing of defense 
contracts is particularly acute in the Air Force 
in providing for the long lead time required 
under major aircraft programs. Accentuating 
this is the increase in complicated structure and 
size of aircraft relative to World War II types. 

The Government, therefore, is and must be 
prepared to supplement and assist private finan- 
cing whenever it is deemed to be in the best 
interest of the national defense program. A 
recent directive, dated November 16, 1956, 
issued by the Department of Defense stated the 
Government’s policy with reference to Small 
Business. Since that time modification of the 
administration of Government financial 
assistance industry-wide has also been pub- 
lished. 

As indicated above there are three primary 
methods of financing working capital needs for 
the performance of defense contracts and the 
Department of Defense has requested military 
departments to follow the financing methods in 
the order named below: 

a. Guaranteed Loans 

b. Progress payments 

c. Advance payments 


This article is primarily devoted to the 
guaranteed loan program under which the Air 
Force has guaranteed loans aggregating more 
than $1,100,000,000 during the past five years. 
In view of the extensive use in financing defense 
pov and the substantial amount of out- 

standing progress payments another article will 
subsequently be: devoted to this form of financing. 
Advance payments are discussed toward the end 
of this article. 

This play of guaranteeing loans made by 
banks and other financial institutions was 
adopted in the early part of World War II and 
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the guarantee authority terminated after the end 
of the war. The Defense Production Act of 1950 
was passed in September of that year asa result 
of the outbreak of hostilities in Korea. The 
Defense Production Act of 1950 provides that the 
Army, Navy, Air Force, Departments of Com- 
merce, Interior, Agriculture and General 
Services Administration can guarantee loans 
made by financing institutions for the purpose 
of financing production and deliveries or ser- 
vices for the national defense. The individual 
Federal Reserve Banks acting as fiscal agents 
of the United States process the applications and 
forward them to the appropriate Government 
agency for approval or rejection of the guarantee. 

The Defense Production Act of 1950 
authorizes broad powers in the use of the 
guaranteed authority and there is no limitation 
on the amount of loans that can be guaranteed 
either individually or in the aggregate. The 
responsibility and authority rests in the Office 
of the Assistant Secretary for the Air Force 
(Financial Management). The Assistant Secre- 
tary has delegated guarantee authority to his 
Deputy for Contract Financing who has redele- 
gated it to the Chief of the Contract Financing 
Division. (Air Force Accounting and Finance) 
It is the established policy of the Department 
of Defense that the use of the guarantee authority 
for the three military departments be confined 
to loans for working capital purposes. The 
General Services Administration uses the guar- 
antee authority to assist in the stockpiling of 
critical material and products and also for the 
construction of plants and purchase of equipment. 

It might be of interest to present a brief 
outline of the mechanics of obtaining a V-loan. 
First, it should be remembered that the loan 
does not require the use of Government funds 
until such a time as the Air Force as Guarantor 
is required to make good on its guarantee. The 
funds that are loaned belong to the lending insti- 
tution and the loan can be consideredas a normal 
commercial loan except that in most instances 
it is substantially larger than the bank would be 
willing to lend without the guarantee of the 
Government. The borrower must have a defense 
contract or subcontract in order to be eligible 








for a guaranteed loan. The company makes appli- 
cation to its bank for the amount of money re- 
quired to complete its defense contracts. These 
loans are operated under a written agreement 
between the lending bank and the borrower which 
restricts the uses not only of the,V-loan proceeds 
but also of the company’s own funds. These 
restrictions generally cover the payment of divi- 
dends, limitations on officers’ salaries, fixed 
asset expenditures and other protective cove- 
nants. The terms of these credit agreements are 
subject to the approval of the Guarantor andare 
often modified by the Guarantor in the interest 
of improving its position. The lending bank de- 
cides on the percentage of the loan that it wishes 
to have guaranteed. Normally the guaranteed 
percentages of the loan run from 70% to 90% of 
the loan. It is to the lending bank’s advantage to 
request a smaller guarantee as the fees paid by 
the bank to the Guarantor are only 10% of inter- 
est and commitment fees on a 70% guarantee as 
compared to 30% on a 90%, guarantee. This rela- 
tion of fees to the guaranteed percentage is 
designed to encourage the lenders to take a 
greater share of the risk. 

The guaranteeing agency approves or de- 
clines the guarantee. If approved the appropriate 
Federal Reserve Bank is authorized to issue a 
V-loan guarantee agreement on behalf of the Air 
Force to the lending bank. The validity of a 
V-loan guarantee agreement and the obligation 
of the Guarantor to perform under such agree- 
ments can be compared to the obligation of the 
Government under a Government bond. It is 
sacrosanct and the success of the V-loan pro- 
gram rests entirely on the confidence banks 
place in the guarantee. In other words there is 
no manner in which the Guarantor can be re- 
lieved from its liability under the guarantee. 
Acts such as gross negligence on the partof the 
bank or effectiveness of any collateral or any 
assignment thereof, acts of omission or failure 
to comply with any terms in the agreement are 
not any basis to relieve the Guarantor of its 
liability. However, after the Guarantor has per- 
formed under its guarantee it would have re- 
course against either the lending bank or the 
borrower for the recovery of amounts the Guar- 
antor advanced in the performance of its guar- 
antee providing the courts ruled in favor of 
Guarantor. In fact there doesn’t need to be any 
default in order to make the guarantee operative. 
Any financing institution can upon written demand 
request the Guarantor to purchase from the 
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financing institution within ten days the guaran- 
teed percentage of the unpaid principal amount 
of the loan. The purchase of loans under these 
circumstances would normally come about in 
‘‘tight money’’ situations and have the effect of 
the bank getting its loan converted into cash to 
meet depositors’ demands, re-lend at higher 
interest rates, or meet other demands. 

The Army, Navy and Air Force each has an 
operational office for the Guaranteed Loan Pro- 
gram. The Air Force Contract Finance Division 
is located in the Directorate of Accounting & 
Finance. The procurement function in this pro- 
gram is to issue or deny what is known as a 
Certificate of Eligibility that the contractor has 
the technical ability and facilities to perform and 
that the materials or services are essential to 
the national defense. The military departments 
are required to have a Certificate of Eligibility 
before the guarantee of a loan is authorized. 
However, in some instances applications to 
guarantee loans are declined even though a Cer- 
tificate of Eligibility is issued. The award of 
defense contracts carries no implication or 
responsibility to provide guaranteed loan financ- 
ing. 

We are not in the business of making loans. 
Our goal - and the ‘sole purpose of the V-loan 
program - is to obtain the necessary end product 
on time in the desired quantity and of required 
quality. The V-loan is oneof the tools with which 
to obtain such production and is used to expedite 
and to insure it is obtained. However, it should 
be remembered the use of the guaranteed loan 
authority must also be related to the individual 
financial risk involved in each loan. 

The many lending and guaranteeing activi- 
ties of the Government have been subject to 
public and Congressional criticism and investi- 
gations. The Hoover Commission report on 
Government operations was critical of the many 
lending and guaranteeing activities of the Gov- 
ernment and made strong recommendations for a 
substantial withdrawal by the Government from 
the lending and guaranteeing field. However, the 
Hoover Commission report states that ‘‘V-loan 
operations are conducted with prudence that 
prevents substantial losses and we make no 
recommendations with respect to them’’. 

Advance payments are third in order of 
preference for contract financing in which guar- 
anteed loans are first and progress payments 
second, Advance payments are made by the gov- 
ernment to prime contractors prior to, in 











anticipation of, and for the purpose of complete 
performance under a contract. They are autho- 
rized by the Assistant Secretary (Financial 
Management) under U. S. C. 2307 in the case of 
negotiated contracts. He has delegated authority 
to his Deputy for Contract Financing to provide 
for them in the case of contracts awarded on 
competitive bids under Title II of the First War 
Powers Act, as amended, and Executive Order 
10210. 

Advance payments are not authorized unless 
no other contractor is readily available without 
prejudice to the national defense to furnish de- 
sired supplies upon satisfactory terms without 
advance payments. Requirements include special 
bank accounts with countersignature of con- 


tracting officer, and supervised application of 
funds. There are extensive provisions for ade- 
quacy of security; payment of interest is also 
stipulated. 

During the Korean War years and subse- 
quently, advance payments have been sparingly 
employed. Their principal use has been for non- 
profit contracts with non-profit educational or 
research institutions. It is quite possible that the 
recent directive of November 16, 1956, #7800.4, 
having to do with contract financing policy and 
small business concerns may result in somewhat 
increased use of advance payments; however, 
prudence still has to be a guiding factor in such 
arrangements. 





Fort-Worth-Dallas Chapter 
Organization of this chapter took place last 
October with fourteen charter members. The 
following officers were elected for an interim 
period: 
President— 
L. H. Brewster 
Air Force Vice-President— 
Lt Col Nathan G.Schmidt 
Army Vice-President— 
Major Robert L. Hollister, Jr. 
Secretary— 
A. E. Hyatt 


Chicagoland Chapter 

Chicagoland Chapter initiateda membership 
drive at their meeting last October. The outcome 
of this drive is not known at this time. However, 
at the same meeting a panel discussion took 
place on the Army Command ‘Management 
System, from ZI Army, Installation, and Mili- 
tary District viewpoints. 


Seattle Chapter 
The organization of the Seattle Chapter took 
place on 20 February 1957 with representatives 
of the Alaska Communication System, Seattle 
Army Terminal, Seattle District Corps of Engi- 
neers, and Military Sea Transport Service being 
present. The following officers were elected: 
President— 
Carroll L. Haralson 
Vice-President— 
Henry E. Thomson, Jr. 
Comptroller— 
Howard J. Garden 
Secretary— 
(to be appointed by President) 


Antelope Valley Chapter 

Submission and approval of this chapter’s 
Constitution and By-laws to the National Council 
was made at the last Council meeting. There 
were sixteen petitioners as charter members. 
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